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Mr. Oxley Punts

package of post-Enron reforms pre-

pared by Rep. Michael Oxley (R-Ohio),
chairman of the Financial Services Commit-
tee. The bill is a troubling sign of how easily
the momentum for reform can be dissipated.
Though it purports to deal with many of the
audit reforms discussed during dozens of
congressional hearings since January, it ac-
tually pulls its punches. Democrats will get a
chance to offer some better provisions in the
House today, but nobody expects them to
pass. It will be up to the Senate, if it can ever
terminate its interminable debates on ener-
gy, to produce a stronger bill.

The Oxley bill purports to set up a new
regulatory board to oversee and discipline
auditors, which everybody agrees is needed.
But it would not give this body powers of
subpoena, which would undermine its au-
thority; and it would allow auditors to fill
some of the board’s positions, which could
undermine its independence. The details of
the new board would be left to the Securities
and Exchange Commission, which would
have to decide among other things how the
new body would be funded. Given the SEC’s
vulnerability to industry lobbying, there is a
danger that the result will fall short of what’s
needed.

The Oxley bill takes other half-steps and

TI—IE HOUSE is due to vote today on a

side-steps. It directs the SEC to prohibit au-
ditors from performing certain types of con-
sulting services for their clients, but it stops
short of requiring an outright halt to consult-
ing and the conflicts of interest that ensue.
The bill says nothing about the revolving
door between auditors and their clients—
Enron, for example, hired several Arthur An-
dersen auditors—even though auditors who -
are angling for jobs from their customers are
unlikely to show much independence from
them. The bill is also silent on the rotation of
audit firms. If an auditor knew that, after a
few years, a different outside auditor would
scrutinize its efforts, this would create a
strong incentive to keep the numbers honest.
The Oxley bill does at least boost the
SEC’s budget substantially, and it has the
right mood music. But given the outrage that
Congress has expressed about the Enron
scandal, this is a weak effort. Just this week,
Enron announced that it had discovered a:
further $14 billion worth of assets in its bal-
ance sheet that don’t really exist after all,
and it confessed that a “material portion” of
this overstatement was due to accounting ir-
regularities. This kind of confession further
undermines investors’ trust in financial dis-
closures. Congress needs to restore that
trust with tough legislation. Perhaps the
Senate can deliver if the House won'’t.




